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Current Financial Position

of Corporations

.AFI‘ER 5 yeara of high and generally expandin
tions, ¢or mta%ns ware iEl ] fawﬁh!e ﬁn{mem] conchition ag
the end of 1950, Bince the end of the last war, current assets
hove expended by over $50 hillion or nbout 50 percent, while
current linbilities hove risen about $27 billion, Thus net
worling capital—current aseots less current lnbilities—
smounted to $75 billion at tha and of 1950 as compared with
#50 billien ot the end of World War IL nod $2& billion befors
the stort of the war in 1939,

Az the end of 1956} corporata holdings of cash and United
Sintee (tovernment securities were the highest an racoxd,
sbout 32 billion above the previous peak renched at the end of
World War II. Even sfter sllowing for the fact that part of
the most; recent gains in liquid asset holdings waa associnted
with Federal tax Inerenses, it ap%mrs that the current liquid-
ity of husinesa muéﬁlm avorably with that of prosperous
peacobime Years in the past, nnd on an over-all basts wos sur-
passed only during the war years when Government fisesl
nolicies comhbined with wortimoe restrietions on private invest-
ment to bring about 2n abnermally high liquid poesition,

The currently ndvantageous financial position of business
has baen achieved in a period which witnessed s private

capita] expapsion pro 8 ing any previously re-
eoriled foir o mmpmuhia mmﬁ'ﬂi of ta%:m and involviag tha
expansion of working 13 well ns fixed cepital, On the aver-
nga, the ennual investment or usss of fuads by corporations
in the postwar pericd, both on capital and current nceount,
amounied to $25 billion, with & new peak of $37 billion being
reacked in the yesr just passed, These figures atand n ¢on-
irnzt to the total disposition or uses of funda by corporationa
smounting to sbout $18 billion in 1941, o yoor of substnntinl
defense preperations, and an sverage of sround $10 billion
in the prosperous pericd of the late 1920°s. ‘The higher level
of prices cwrently saeounts for only part of the increased
uses of funds us compared to the prewar perieds,

The principal faetor in the finnneing of this huge postwor
progeam hns been the maintenanca of high profita which,
combined with covecrvative dividend payments by
corporations, resulted in ¢ volume of retained errnings aqFﬂ
to two-fifths of the total postwar capitol requivernents. To-
gether with funds allocated to deprecintion reserves, thesa
mternal sources made up roughly fwo-thirds of totol uses
of corporate funds.

The postwar capita) expansion of businsss was associated
with 8 substantial increuse in externod financing, paréicu-
laxly in corporste indebtednass. The dewnward trend in
leng-term corpornte debt which has persisted throughout
the depression and war periods was raversad in 1645, and in
the snceseding & yeors long-term debt rose ahout $20 billion
or fifty percent nhout 19% lavela, The inerpase in short-
term bank indebtedness amounted to about §7 billion in the
apma period. Despite the substantinl exponsion of cor-
porate debt, the present indebtedness position of nonfinan-
cial corporasions doea not tﬂnm_m be unduly high in ths
light of other sconomic considerations such ng the profits of
eorporations as 2 whole and the low rate of interest.

n relation to the mta of capital expension, external
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efuity financing wne modersée throughout the postwar peried,
amounting for the yesrs 1946 through 1950 o about §7
billion, or § percent of totel requirements. However, it
appears that the over-all shore of eqity financing (i ciucilng
retained enrnings nad stock issues) was about in line with or -
].m%'gr than in previous periods of high peacetime activity.
mwgl_ﬁ]the pericd shead, it is claer that 43 t tond-

exieles be aoffecting husiness finaneial developmenis.
As pointed ont elsewhare in this issue, businesamen oxpeot
to spend in 1951 about one-fifth more than in 1080 for naw
plont and equipment, but thers is some question whether as
a result private fi izl requirements will be incrassed. -
Undoubtedly fixed copital owtlays will be higher than in
1950 for defense and related industries. There is Tenzon to
doubt, bowever, that all of the expecied expenditures on
facilities for tha nopdefsnsa mreas will be fortheoming in
view of tha shortages of materisls and manpower, More-
over, in the caee of essential copital outloys, soms of the
finanecing will be undertalren direcily or indirectly with the
aid of the Government, and hence will not involve eny
problems of private ing.

Working eapitel will ales be affected by the defenss pro-
grem. ile increases may be roquired in defense-relatad
industries, inventory and credit controls will serve to limat

ion in less essentinl nress. Consumer eredit controls
216 olready in sffect and will scrve to dampen ¢he direct ond
indirect extension of aredit by sorporations to final consumers.

‘Whils capital raquirementa will remain extramely high in
the months immiedistely shead while the deferise am
is taking shape, it would appear that the full impact of the
defensze program may be in the direction of reduced business
demand for tprimta funds, At the same time, consumer
savings and funds aselding nvestment sutlats m’]l probobly
tend to increase, thus resulting in o situetion sunilar to the
experience of World War II when downward pressurss were
sxerted on the eost of private funds nnd business wes aceu-
mulating unprecedented sums in liguid assets.

Postwar Capital Requirements

The current and prospective finencial pesition of corpo-
raticnis may be placad in perspective by examaming the
general trends of I!;nancmg over the last 5 years. The dota

resented @ table 1 and chorts 1 and 2 tracs the use and

ow of funds for buziness ¢ tiona other thawn banks and
insurenee companies.! Additional detail relsting to geeuri-
ties market ﬁnmnirﬂ(ia shown in table 2, which presents n
brond indvstry breakdown of net new secwrity issues and
net purchoses of these securities by banks, insurance com-
ponies, forsigners, and domestic individunls.

S-year total uses of §130 bitlion

Az moy be seen from iable 1, the combined capitel ex-
pansion program of the Fosbwur period from 1948 to 1950
agpregated over $130 billion. These postwor reguirements
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far surposaed any previous exparience in the private sector
of the eeconomy, even if sllowence is made for the generally
hi%;l;pﬁﬁas which have prevailed in recent years.

b and equipment outloys by corporation2 amounted
to over 575 billion in this postwar period, or about three-
fitths of the total financin! requirements. Tha addition to
the net property account, that is, nfter allowing for de
+ cistion, totaled %28 billion in this period or over two-thirds
of the book value of the property account at the end of 1946,
The increass in physical eapncity was smaller relatively, not
only becpuse of the higher prices at which these expenditures
were made, but because the bock value of the property ac-
count understated the renl value of facilities.* It is doubiful
however, that the postwar pace of private facilicies expane
gion —aobher in dellar tens or in physical volume—hes
aver been approsched in sny previous S-y2m period. i

Mext in pmount to plunt and equipment requirements in
the postwar pericd wos the e?mwmn of Inventories mnd
customer financing which combined aeeounted for ahout
$46 billion, or over one-third of the 1946-50 total. The rise
in these items reflected both the expanded level of operationa
and the higher prices which have prevailed in the postwar
period. € increass in liquid assets over the whole peried
wiz, on the other hand, velatively moderate, as substantial
reductions in tha eprly postwar period offset in large part the
. additions made ir later years.

Variability in working capital

A glones at table 1 revesls the sensitivity of business de-
m for working capital funds to the general business
situation. It is gammlﬁ recognized thot exponsic
forcez were dampened following the boom years 1946-4%,
and by 1849 recessionary tendencies were in ovidence. The
drop 1o current enpitel Tequirements in the latter yeor wos
much sherper than in most of the other indicators of goneral
busineas m:t.iﬂ;g'. And with the ;Eiﬂkup in general business
sctivity in 1050, particularly in the laat 6 months, require-
menis agoein expended rapidly.

Tabla L—Eourees and Uses of Corporate Funds, 144501
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Chart 1.—Uses of Corporate Fuads!
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Fixed capital expenditures in the postwar period were
arally wall maintained, expanding steadily through 1948,
ipping oaly maderately in 1949 and again rising in 1950
The maintennnce of the high lavel of fixed capital sxpendi-
tures in the postwer period refleats, of cowrse, not ondy the
general demand picture but alse the substantial og of
copitel goods demand built up dwing the war. The con-
tresting experience in long- and shovt-tern postwnr invest-
mernt developments is axplainpble in terms of the wmore
rapid grooeas by which ug, Jemands for working capital
Mlﬂd Em&l'n 1 B | . [ES
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Corporate holding of liquid assets

Drespite the liuge capital roguvirements in the ]Erostwa.r
period, m?umtmm erally maintained sdequate holdings
of ensh and United States Government seeurities. Business
corporations entered the postwor period with unusually high
liquid resources. With the lifting of wartime restrictions on
capiial oxpnnzion, corporations made use of a portion of

se regources to help finance their expanded investment
E:u . Sinca 1946, howavar, sizable additionz have

en made to both cash snd Foederal security holdings.

The most striking incrense in liquid resources wos made
this past year as over $6 hillion was added to cash and United
States Government securities, Most of this increnss eceurred
in the second half of the year and wna attribuiable in part
to exponding levels of setivity, in port to precautionary

measures pnticipating future requirements, ond in perticolar

ta the stepped-up rate of corporats tax liahilities.

Mora significant than the trend in actunl holdings of liquid
nescts are the changes in these rescurces in relation to other
relovant finonoial data, A few of the commonly u=ad liquidity
ratios ore presented in keble 3. The higher the ratios shown
in the table, the more liquid is the financial position of
corpotations,

Table 3,—Corporate Liguidity Botios. Solecved Years, 1840-301
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As the toble indicates, while the liguid position of business
is_a} presant nob s¢ favornble generelly aa at the end of
World War I, business liquidity eompares quite soabisfac-
torily with most of the peacetime years shown, Tatal liqeud
assots held nt the end of 1950 constituted nbout ﬂﬂﬂ-m}&ﬂ-h
of corporate selas for the yoar, o ‘fru'fmrtinn significantly
highar than any g-mubima yeor with the exception of 1948,
when corporate liguid rescurces were still mfluenced by
wartime developmanta and reconversion t¢ peacetime nctiv-

Janancy 1041

ity waa in its early stages. In the boom yearz of Lhe late
twenties, it may be noted, this rotic ranged around 10
percent.

Only for one of these ratios is the ¢wrrent pesition of eor-
parntions kower than prewnr. If Federal income tax linbili-
ties 1o stubiracted from liquid assets and the remainder
related to sales, the ratie in 1950 is belgw 1940 but is greater
than 1941, & year of sharply inereased Federal taxes.

In making n eompavison of liquid ressurcea to soles for
the prewar and postwar periods, it might be expected thot
liquid nssets would nok need Lo rise In proportion te the
vory pubstantinl inerense in activity and priess which oe-
ewrred over thi=s period.

Chart 2,—Sources of Corporate Funds?
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Generally speaking, it appears from these sverall monsures
of Jiquidity ihei the liguid position of business is high n:u_:-\1
i

rently and suficient to meeb o sirﬁlniﬂcant- port of the finn
requirements incident to further expansion ol wctivity.
However, many firms nhviously will require outside financial
nssistoncs to meet the vostly expanded needs of the new
defonse effort.

Financing Postwar Capital Programs

Tha following figures summorize the sources of corporate
Tunds for the h-year ﬁleriad from ths end of 1945 through
1950 {in billipne of dollars):

Funds retained from oparetlons—total ... _....___ B2
DIht“ian# L R gﬁ

Eplﬂﬂiﬂ O - _msmsmsssama—aL_

External financin e BB
Long-term dobdo .o cemeaaa il B1
Shori~term HAnK Al . s s e reemnnmn T
Stoek IBBUeS . e o e oo n oo memwo

(Rhoe BNBNOIDE. o cenmuamaana

Dominance of internal financing
Et is elear that internel financing—from funds retained
from current operstions—consiituted by far the dominans
meons of meeling postwar requitements, being shout fwg
und one-half times the total funds obtained from awternal
sowrces such as banls, other institutionsl lenders, snd the
parurities markets. In iteelf this fenture is noi unusunl. In
the decade before World War IT, the relative uss of internal
financing wes even grester. However, the thirties repre-
sented o pericd in which total investmemt programe were
emall by comparison with thoss of the postwar period.

If the more meaningful comparizen is made wich the late
twenties, it apponts that internal financing in thoss was
less important then in the period following World War IT.
This latter comparison is the moxe significant since, in both
Earindn, investment was substantial and wag ssocinted with

igh levels of businesa sctivity.

buge volume of undistributed l=gr«:uﬁi:a available for
post-war axpansion reflected in paré the favorable profits
picture which genecally prevailed throughout the postwar
peried, and in part the conservative dividend policies pur-
sued ll::lremrpumt‘.a business as n whole. Despite the con-
sidernble incrense in dividends this lase j}(;enr 8 propoztion
of disbursements to profits svailoble for disiribution was
etill below the prewst experience.

¥t should be noied, however, that 2 Eubsbmﬁglu]pprtiﬂn of

this i

postway prefils is relnted to inventory gains re from
Tising rilzaaa, Evan if allownnes is macf:_u for inf{uence,
it would atill ba true chat retained etrnings combined with

the other major internal source—dopresintion—dominated
i ing in the postwar period and was relatively more
important thon in the late twenties when extarnal financing
Ploved 4 more inportant rols, _

view of tha temporary nature of inventory profice—
they are aliminated when prices cease to rise-—corporations
may have heen inelined to retain o higher pruportion of
enrnings than would otherwise have been deemed desirable.
- Other possible influences which may help explain the higher
5?%‘7;1” shara of profits retained in h?am;as wuﬂ

culties or expense in raising equity funda axt , &I

the much higher level of inga_ avi uairiumma tax_rates in
recont years. Lt mmay be pointed out that for the larger
companies the proportion of earnings poid out in recent years
1= not much lower than in the twenties.

Record volume of net security issues

_ Despite the relativaly high proportion of internal Anane-
mg, corporations sold o substantia]l velume of net new
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Eaaurit.g issues in the postwar period, the ave oozl
total of $4.5 billion being probably the largest in history, if
investiment. company issues are excluded. It is estimated
that riet of retirements and ocxeleding sales b% investinont
eompanies, new isaues smounted to about $2.5 billion & year
in the Jate 1920's. This ia far short of the total velume of
new issues in thet pertod, since total snles included not only
Lew money issues but iesues for refinancing and retirement
of ouistonding securities, For tha 1930's as a whola and
throughotit the war pertod, there was o net retivernent of
COTpOTnte Bocurifies. ) ] ]

making the comparizon with the 1920°s 1% should be
noted that o large velume of investmnent company issues
wis 20ld in that peciod, wherens those sepurities have been
relatively minor in the period since the end of 1945,

Of the $22 biliian of net new issues sold in the sscurities
markets in the Jast 5 yenrs, aboet one-third represented net
issues of stock. Although o compriable conkinuous series
extending backc to the twenties is not ewrrently available, 16
ia possibla from data compiled by the Commercial and
Finangial Chronicle to nota the long-tertm trends of stack
and debt financizng in the seeuritics markets. Those dota
are shown in table 4 and in chnrt 3. In three of the five
postwar years (1946, 1847, and 1950) stock financing, exclu-
sive of investment compeny iszies, waig o2 important relative

Table &.—Relation of Stock Tesues to Totol Avmoont of Now Copital
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to tha total new capital issues o2 in the middle 1920°s, but
considerably below the ratios for 1928 and 102D, Howaever,
in the heavy financing of 1948 and 1049, the proportion of
stock issnes fall well w the rate in the 1020°s. It is
interesting o note thot outside equity financing by utilitica—
principelly gas and electric companies—was inerepaed con-
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giderably this past ycar, reaching on & relativa basie a point
eomparable with such ﬁnmmng in the middla twenties.

Generally spenking, for the first 10 months of 1350 for
which data are now available, the relative share of equity
i total financing in tha sseuritics market compared favorahly
with the prosperous yesis of the 1920%s wiih the exception of
1928 1020, In the lafter yoor etocks wers issued in
volume nat only for new money purposes but aleo to refund
indebtedness nnd to acquire existing aszets.

Chart 3.—=Stock Ismues as n Percentage of Total Amount
of New Capital Yasues, All Corporations and by Indus-

try Groups!
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However, if account is taken of aquity financing in the jorm
of retention of enrnings as weil aa the issving of new stoelr,
the situation in recent years compures favorably even with
1929 in view of the relatively high
tributed profits in the postwar period. For the 30-month
period preceding the outbreak of Eoresn hostilities, rotained
eemings combined with stock issues equaled roughly the
same proportion of total requirements 99 in 1929.2

Whﬁu the ehare of hoth saxternal and internal equit
finoncing dropped considerably in the Inttar part of 1650,
the reduction wns for the most part a reflection of sueh
specinl influences ns the very aE.u.rp exponsion of tetal
capita]l requirements, the mcrosee in Fodernl tnxes aad
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poriod immediately following the outhra
External debt increased

As indicated above, inc’reaa:inF long-term debt was an out-
standing fagture of the external financing of business corpo-
rations 1 the postwar period. This debt rose steadily and
Was ¢comp princi of new hngl;iwm bond issues =old
through the sseurities market. Nat bond issues, :nralﬁ'n%
about §3 billion a year from 1946 to 1950, renched & p 0
almost §5 billion 1n 1948 and then declined to nbout $2.5
Lillion in 1950. ) X
The inerssse in bank borrowing was alzo of considerable
importance in corporate postwar finnnaing, rising at & record
pnee in both the early upsurge of 1946 and in the Intter part
of lnst year. Each of thess periods wns charncterized by in-
creasng priees ood ropidly expanding working enpital
auiramonts. ) . )
eapite the substantis]l postwar incrense in eorporats ex-
ternal indebtedness, the current lavel does not appear to he
untduly high when considered in the light of previons experi-
cnce and compared with at.herﬁnnnmnf‘ data, During the war
Em-iod corporatisne were able to reduce their ouis
ebt, Moreover the 8 percant ar higher interast rates whi
revailed up to the period of the 1930% ware stendily reduced
guring that decade and throughoul the war period. Ada
yesult's large volume of refunding occurrad on relatively low
interest terms. With the same general pottern of low intereat
Tates iling during the postwar period, corporate interest
ymenta continuad well below the level of the late twenties
Eﬁ ita 8y increase in corpornts debl since thot time,
he indebtedness picture is_even more favorsble when
viewed in relation to éhe generally high lavel of profits which
prevailed in the postwar period. W interest paymenta are
related to profits before toxes and interest, the postwar ratios
vary botween 7 and @ percent as compuared with proportions
of 30 percent in 10629 ond 20 percent 1n 1940,

Manafacturing Sources and Uses

Thus far the revisw of postwar finansing hes coneernad
#ll nonfinanelal corporations. Sources and uses data are
shovwn in table 5 relniing to manufacturing m:r’iomm:m only.
Az mny be seen in comparing this table with table 1, the
o7 pattern of capital expapsion nnd. its financing re-
flected in large part the covrse of developments for manu-
fasturing tons, uirementa for these corpora-
tions aceounted for over $60 billion or over two-fifths of the
total for sl nonfinancial corporations in the postwar period.

Variations the componant uses of funds closely pacsl-
laled the over uhnnﬁa, with fizxed capital requirements
ing steadily over $he period, while the major varistiona

in demands for funds oecurred in working eapital nesds,

‘In this Initer comnection, it is interesting to note that
while the trend of net working copital {eurremt assets less
epurrent liabilities) of menufncturars was at_andllf uiﬂgnni
thmufh the postwor period, net working capital of railroads
and elestric and gos utilities declined modarately but fairly
standily until 18950, nz these latter industries drew on their
liquid respurces to thair fixed copital expansion pro-

In confrast, monufecturing corporations, nfter
ﬁinwing down their cash and United States Government
securities in 1946, added steadily to these rssources in che

Howing vears, with theresult that by the and of 1960, liquid
ssgote held & their peak wartime levels.!

Manufacturing corporations depended to an sven lesser
extent then industry generally on externol finnncing. Bank

AEven o 146 whimn manofosd erpamong reduged thaie I et beobdlogs, nek
wth:mplﬂmingm. uriag quid i
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losna corstituted only 1 percentol total requirementa com-
paved with 8 parcent tor oll corperntions, not New isaes
represented less than 10 percent of total Uses in conirast to o
proportion of one-sizth for all groups combined. Of particuler
note is the relatively minor extent to which these corpore-
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tions resorted to the seeurities market in the most recsnt
pevicd. Toetal net new issues amounted to enly about $700
million in 1950 or 3 porcent of total requirercenis,
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Bond Yields Yersus Stock Yields

A foctor of considerabls importance in determining the
form which external finencing takes s the relative eost of
debt and equity financing. The genernl patiern of warie-
tions in these costs s shown in chort 4 ood fable 8 which
present long term sories of corporate bond yields and the
esrnings-price rotios and dividend yiclds on common stocks.
Al seriea are based on data for the larger corperations, that
is, thoee registered on the New York exchenges, and sre
different from series relating to all covporetions; the lniter,
howevar, sre not avoilable.  For purposes of comparing the
ralstive movemenis of bond and stoelk yielda the data appear
te be fairly adequats. L

The striking featura revenled by these statistics is the
current] lar% sprend betwsen bond and swock yields.
During the middle twenties dividend yields on commeon stocks
and bond yields were of roughly the same order of mognitude,
with dividend yields slightly ligher than bond yields.
Eornings-price mtiﬂmnernﬂy ranged from aboui 50 to 100
percent abova dividend yields. ] ]

The steady downward drift of interest rates during the
thirties snd the war period brought bond yiclds from the
iig percent” laval which prevailed during the mid-1920°a
to sbout 3 percent during the war, a rate which hns been
generdlly meintained throughout the postwar period. In
contrast, dividend yislds and enrnings-price ratine have
shown no such persistent trend and since 1947 for the most
port: bave been pboub ns high as or higher than in the mid-
192(Fe. At the presant time, dividend yields wre about
double and enrnings-prica ratiog about four times tha yield
on corpornte bonds, )

Howeaver, in making o compuarison of the costs of band and
stock financing, it ia important to note thes bond yields have
to be adjusted for comparison with stock yields to take care

Chart 4.—Corporate Bond and Comamon Stovk Yields, and Earnings/Price Ratios
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Toblc .—Rctation of Bond and Stock Yiekls by ladustry Groups,
1919=50
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of movements in ecorporate income faxes. Businossmen do
not have to pay corporate taxes on ineome poid out asz in-
terest whereas they do have to pay such taxes on «ll income
earned on equity money, Thus the higher the tnx raba, the

lower I8 the relaiive “cost” of dabt dinencing! Xenes,
totally apart from other consideraticns, the increase in tox
rates irom the 1920's ty the present tima might ba cted

to result in & substantial gap betwesn boad and stock finane-
il:ulfl costs, Lven sfter allowance for this factor, the diffaren-
tinl botwean costs of borrowed and equity funds has besan
inerensed over this period.

A major factor in the maintenance of the redetively low
Yevel of mmterest rates which presently prevuoils has beon the
vastly incressed volume of liquid nsseis carvied over from

wor period. Of equal importance has been the divect
ection of the monetary ind fiseel authorities in maintaining
the markei for United States Government bonds.

This policy, dating back to carly World War II, wos initi-
ated to facilituie the vast borrowing program raquired during
that periad. Lt again takes on promary significonce in view
of the huge Anencing program which may be required in
the period shead.
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Stil! anether considerntion in the maintennnce of low in-
terest rates hns beon the growing institutionalization of anv-
ings which places considerable pressure on the finding of
investment outlets for the fundl; of insursnce comperies,
banks and other institutionnl lenders, Thess lenders aro
primarily interested in fixed-intarest beoring securities. Life
msurance companiss alone have bought on ce in the lasi
five yonrs $14 billion of corporate securities, pmdﬂmlrmnt-l;'
debt issues, out of total net hond issnes of $15 billion (toble 2).

At the same time ¢here have been several influences at work
tending to maintain relatively high coata of equity financing.
There have been indications in recant decndes—aus lsast up io
the past few months—of v decreased inclinstion to take riske
and » tendency to pay o hlE(l:dpramium for security. Amother
factor has been the increased progressiveneas of the personal
incomo tnx shructure whick may also have tanded to deter
potentinl equity investora from taking tha risks nssocinted
with stock invesiment, Offseiting these influences, in port
at least, hos been the tendency in the moat recent poriod to
incronsed purchrees of corporate storks by institutional in-
vestors, including pension ang other funds. :

Cuarrent Pictare and Ontlook

I'n approising the current finencial picture of corporations,
ntt-ent.i%n ahu]tllfd ba directed to the st.I:'iIc' derelopments in
the lnst half of 1950 when the demand for business Tunda wos
acoelerated $o the hizhest rate on record (chart 5.

Chart 5.—~1lzes and Sovurces of Gmﬁlu?rgm f‘gﬂﬁlﬁt}h Second

Half of 1949 and Second
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For the 6 monthz following the cutbrenk of hostilities in
Koren, corporate elzﬁit.nl requiraments totaled $24 billion, or
almost three times the yses of funds in the comparable period
of 1949, The tempo of demand was stepped up for all
mejor eomponents, but, as in previous rs, the ineranse in
working copital requirements wos most siriking. )

The chief scurces of funds stemmed from the rapid in-
crense in Federal faxes, higlher trade payables and leavy
bank boerrowing.  Becnuse of stepped-up dividend payments
and substantislly mcrensed corporate ts tauation legie-
lnted by Con sinee the outbresk of the Koresn conflict,
retoined earnings in the second hulf of 1050 reflected only
moderately the repid incrense in profite which took placs
ginee the latter part oi 1946, Despite increasged tax lin-
bilitica, however, the rate of retained earnings in the latter
port of 1050 excesded actual retention of profits in 1048,
the prior peak of the postwar period.

Adequacy of capital supply
In view of the ropid surge of business demand for capital
since the outbreak of the Korean conflict, there may be
" spma question with rezpect to the sufficiensy of eapital sup-
Ply in the light of the prospective stepped-up requirements,
Ir snalyzing thiz guestion n few aspocts nre of apedial
importance.
he first is the currenily favorshle financial position of
business, Ewven after recent tax increnses, profit levela are
relatively high and dividend policies still genarally conserva-
tive. rEler tnx increases conld, of course, serve to limib
the availability of funds retained from oparations.

The ]nrf-t.erm debt ond tha worling capitai structure of
business do not appear to ba deterrents to the raising of
additional funds, with the eqnty cushion substantial, carry-
ing chanres on tha debt low in historical perapective, and
current assets high in relation to current linhilitiaa,

Plont and equipment outlook

Undoubtedly plont ond egquipment outlays will constibute
s major demnnd for funds in the peried nhaed. Thea aptici-
pated expansion of fecilities in 1951 has plready been pointed
out. It is uncertnin, however, to what extent this ion
will involve added demand for private funds. Inersased
outlays in defense and releted industries will undoubtadly
require additional funds, but m of these Investmonts
may in Inrga part be divectly financed by the Federat Govern-
mert es waa the casa in World War IL i

In addition, provisien has already been made to stimulate
delensa-ralated facilities expansion by permitting business,
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under the accelersted amortization propram, to cherge
off 4 larger than normal amount of new facilities to current
oparating ravenues, thus in effect reducing the need for
externsl -term finpnoing. With respect to nendefense
facilities expansion, it js not cartain that all of the anticipated
expansion for 1951 will be forthcoming sine¢ growing short-
oges of materinls and monpowar may force redusticns in
outlaye below anticipated rates.

Working capital outlook

It is likely moreover that the demand for new working
capital will be reduced from recent levels, onca the defense
program is well under way. Althongh u.d-:ilt.mn_n.l inventories
may ba required to fill the defense production pipalines,
Covernment limitation opders on inventory accumaulation
and shortnpes in eivilian suppliea will tend to reatriot ex-
pansion in nondefense areas. .

With 2 b to customer finencing, stops have already
heen taken to curtail the extension of credit by business.
Controls on consumer borrowing may ba expected not only
to dampen the direct extension of credit to consumers but
al=o to t indirest finaneing. In this latter connection
the recent action of the Bmm:f of Giovernors of the Federal
EResarve System in raising benk reserve requirements serves
to_some extent as @ deterrent te genernl bank lending.

Finally it may be notad the current liquid position of busi-
nese is such that opersting rates might be ¢onsiderably in-
crenged before additionsl tinancing i requirad {0 increase
holdings of liguid resources.

Increased flow of funds
bably be townd

In the period ahead the tendencies will prot
o incressed supply of privete funds for investment. It
would appear thnt consumer spending may not keep pace
with the rise of diapoanble incomes resulting in incrensed
GOTBUINEY 3aVings.

At the sams time, some of the investment medin now
availeble for individusal and institutiono! snvings will not be
available, In particular, the supply of mortgages for insti-
tutional investors will be substantially lower.

In view of these considerations—restricted investment
opportunities in tha face of inereased nvul.lubllllz'flr of invest-
ment funds—it is quite likely that under the full mpact of
the defense program thera will be an abundance rather than
& shortuge of privale capital funds. Thus, ns wos the ense
in the lest war, the lendancies may well be toward substen-
tially incrensed liquidity and dewnward pressures on the cost
of investment fondds,

National Income and Corporate Profits in the Third Quarter of 1950
[Caniinued from p. 8]

Third-Quarter Profits by Industry

Nearly all of the broad industrial groupa for which data
are rgx&aenmd in the necompenying table participated in the
third-quarter riss in_ profits, with the gen pottern of
increass gimlar to that in the previous guarter. Trans-
portation earnings were up three-fifths from the second to
third quorter, the bulk of the inerease ocovrring in railronds.
With the heavy overhend cost structors that prevails in the
railread industry, & further up¥|recmhle risa in ravenves (13
Percent) led to an zion of fonr-fifths in the earlior low
ni earnings, Miniog—up one-third—registored o bet-
ter-than-ave increass. The rise of 28 percent in manu-
fncturing was slightly higher than ihe all-industry total,

. The emall decline in profits reported for the eommumics-
tions snd public vtilitica division was i ONL f1 SEASOTL-
ally adjusted basis profits in this sector rose moderately.
Frofits in wholessle and retsil wrade, which dominnta the
remnining group of industries, were up substantially—al-
though Jess than sverage—from the socond quaricr,
Prafits within manufacturing

All manwfacturing subdivisions inereased their asrtings in
the third quarter of 1950. The largest increases occurred
in the pondureble-goods sector, where price inersases in
response to heightened demand wers relatively lape. The
margin of profits on sales inereased sharply—from 8.2 {o

0.9 percent.
[Continued on p. £4]



